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JIM IRVIN
COMMISSIONER-CHAIRMAN boc
RENZ D. JENNINGS SUHENT Go; R
COMMISSIONER
CARL J. KUNASEK
COMMISSIONER
DOCKET NO. U-00000C-94-165

IN THE MATTER OF THE COMPETITION IN | NOTICE OF FILING OF EXCEPTIONS
THE PROVISION OF ELECTRIC SERVICES ON BEHALF OF ELECTRIC
THROUGHOUT THE STATE OF ARIZONA. COALITION, ENRON CORPORATION
AND ENRON ENERGY SERVICES, INC.

NOTICE is given that the Electric Competition Coalition (ECC), Enron Corporation and

Enron Energy Services, Inc. filed their Exceptions.
RESPECTFULLY submitted this 29th day of May, 1998.
DOUGLAS C. NELSON, P.C.

mmmm

ou las C! Nelson
7000 North 16th Street
Suite 120-307
Phoenix, Arizona 85020
Attomeg for the Electric Competition Coalition,

Enron Corporation and Enron Energy Services, Inc.
Sunalaiis
ORIGINAL and ten copies of the Notice and Exceptions mCKETED
were filed this 29th day of May, 1998 with:
MAY 2 g 1ena

Docket Control Division

Arizona Corporation Commission
1200 West Washington DOCKETED 8Y "
Phoenix, Arizona 85007 '«

TWO COPIES of the Notice and Exceptions were
hand-delivered this 29th day of May, 1998 to:

Jerry L. Rudibaugh, Chief Hearing Officer
Arizona Corporation Commission

1200 West Washington Street

Phoenix, Arizona 85007
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COPIES of the Notice and Exceptions were
hand-delivered this 29th day of May, 1998 to:

Paul Bullis, Chief Counsel

Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Acting Director

Utilities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

COPIES of the Notice and Exceptions were
hand-delivered at the Arizona Corporation
Commission Offices this 29th day of

May, 1998 to:

Bradley Carroll

TucsON ELECTRIC POWER Co.
P.O. Box 711

Tucson, Arizona 85702

Barbara A. Klemstine

Arizona Public Service Company
P.O. Box 53999

Phoenix, Arizona 85072-3999

Michael Grant
GALLAHER & KENNEDY
2600 N. Central Avenue
Phoenix, Arizona 85004

C. Webb Crockett

FENNEMORE CRAIG

3003 North Central Avenue, Ste. 2600
Phoenix, Arizona 85012-2913

Betty Pruitt

ARIZONA COMMUNITY ACTION ASSOCIATION
67 East Weldon, Suite 310

Phoenix, Arizona 85012

Deborah R. Scott

RUCO

2828 N. Central Ave., Suite 1200
Phoenix, Arizona 85004
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Craig A. Marks

CrTiZENS UTILITIES COMPANY

2901 North Central Avenue, Ste. 1660
Phoenix, Arizona 85012-2736

Lex J. Smith

BROWN & BAIN, P.A.

2901 N. Central Avenue
Phoenix, Arizona 85001-0400

Sam Defrawi

THE DEPARTMENT OF NAVY

Office of the General Counsel, Code 09C
Naval Facilities Engineering Command
901 M. Street SE

Washington, DC 20374-5018

Lawrence V. Robertson, Jr.
MUNGER CHADWICK PLC
333 North Wilmot, Ste. 300
Tucson, Arizona 85711-2634

COPIES of the Notice and Exceptions were mailed
this 29th day of May, 1998 to:

Carl Dabelstein
2211 E. Edna Avenue
Phoenix, Arizona 85022

Walter W. Meek, President

ARIZONA UTILITY INVESTORS ASSOCIATION
2100 N. Central Avenue, Ste. 210
Phoenix, Arizona 85004

Suzanne Dallimore, Antitrust Unity Cheif
Department of Law Building

ATTORNEY GENERAL’S OFFICE

1275 West Washington

Phoenix, Arizona 85007

Michael Block
GOLDWATER INSTITUTE
Bank One Center

201 North Central
Phoenix, Arizona 85004

Norman J. Furuta
%artment of the Navey
| Commodore Drive, Building 107
P.O. Box 272 (Attn: Code 90C)
San Bruno, California 94066-0720
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Elizabeth S. Firkins

INTERNATION BROTHERHOOD OF ELECTRICAL WORKERS, L.U. #1116

750 S. Tucson Blvd.
Tucson, Arizona 85716-5698

Jessica Youle

PAB300

SALT RIVER PROJECT

P.O. Box 52025

Phoenix, Arizona 85072-2023

Robert S. Lynch
340 E. Palm Lane, Suite 140
Phoenix, Arizona 85004-4529

Dan Neidlinger
3020 North 17th Drive
Phoenix, Arizona 85015

Clifford Cauthen

GRAHAM COUNTY ELECTRIC Co-OP
P.O. Drawer B.

Pima, Arizona 85543

Jack Shilling

DUNCAN VALLEY ELECTRIC COOPERATIVE
P.O. Box 440

Duncan, Arizona 85531

Albert Sterman

ARIZONA CONSUMERS COUNCIL
2849 East 8th Street

Tucson, Arizona 85716

Vincent Hunt

CITY OF TUCSON

Department of Operations
4004 S. Park Avenue, Bldg. 2
Tucson, Arizona 85714-0000

William Sullivan
MARTINEZ & CURTIS, P.C.
2716 N. 7th Street
Phoenix, Arizona 85006

Roderick G. McDougall

City Attorney

Attn: Jesse Sears, Assistant Chief Counsel
200 West Washington Street, Ste. 1300
Phoenix, Arizona 85003-1611
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Russell E. Jones

33 North Stone Ave., Suite 2100
P.O. Box 2268

Tucson, Arizona 85702

Christopher Hitchcock
P.O. Box 87
Bisbee, Arizona 85603-0087

Attoney for Sulphur Springs Valley Electric Cooperative, Inc.

Myron L. Scott

1628 E. Southern Avenue. No. 9-328
Tempe, Arizona 85282-2179

Attoney for Arizona for a Better Environment

Andrew Bettwy

Assistant General Counsel
SOUTHWEST GAS CORPORATION
5241 Spring Mountain Road
Las Vegas, Nevada 89102

Barbara R. Goldberg

OFFICE OF THE CITY ATTORNEY
3939 Civic Center Blvd.
Scottsdale, Arizona 85251

Terry Ross

CENTER FOR ENERGY AND ECONOMIC
DEVELOPMENT
7853 E. Arapahoe Court, Suite 2600
Englewood, Colorado 80112

COPIES of the Notice were mailed
this 29th day of May, 1998 to:

Ellen Corkhill

AARP

5606 North 17th Street
Phoenix, Arizona 85016

Patricia Cooper

AEPCO

P.O. Box 670

Benson, Arizona 85602-0670

AJO IMPROVEMENT COMPANY
P.O. Drawer 9
Ajo, Arizona 85321

Nancy Russell

ARIZONA ASSOCIATION OF INDUSTRIES
2025 N. 3rd Street, Suite 175
Phoenix, Arizona 85004

Jim Driscoll

ARIZONA CITIZEN ACTION
2430 S. Mill, Suite 237
Tempe, Arizona 85282

Rick Lavis

ARIZONA COTTON GROWERS ASSOCIATION
4139 East Broadway Road

Phoenix, Arizona 85040
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Stephen Ahearn

ARIZONA DEPT. OF COMMERCE

Energy Office

3800 North Central Avenue, 12th Floor
Phoenix, Arizona 85012

George Allen

ARIZONA RETAILERS ASSOCIATION
137 University

Mesa, Arizona 85201

Charles R. Huggins
ARIZONA STATE AFL-CIO
110 North 5th Avenue
P.O. Box 13488

Phoenix, Arizona 85002

Andrew Gregorich
BHP Cooper

P.O. Box M

San Manuel, Arizona

Michael Rowley
¢/0 CALPINE POWER SERVICES

50 West San Fernando, Suite 550
San Jose, California 95113

John Branch

CITY OF MESA ELECTRIC UTILITY
P.O. Box 1466

Mesa, Arizona 85211-1466

Barbara S. Bush

COALITION FOR RESPONSIBLE ENERGY
EDUCATION

315 West Riviera Drive

Tempe, Arizona 85252

CoLuMBUS ELECTRIC COOPERATIVE, INC.
P.O. Box 631
Deming, New Mexico 87020

CONTINENTAL DIVIDE ELECTRIC
COOPERATIVE

P.O. Box 1087

Grants, New Mexico 87020

Stan Barnes

COPPER STATE CONSULTING GROUP
100 W. Washington Street, Suite 1415
Phoenix, Arizona 85003

Mick McElrath

CYPRUS CLIMAX METALS Co.
P.O. Box 22015

Tempe, Arizona 85285-2015

Barry Huddleston

DESTEC ENERGY

P.O. Box 4411

Houston, Texas 77210-4411

DIXIE ESCALANTE RURAL ELECTRIC
ASSOCIATION

CR Box 95

Beryl, Utah 84714

Peter Glaser

DOHERTY RUMBLE & BUTLER PA

1401 New York Ave., N.W,, Ste. 1100
Washington, DC 80005

Steve Brittle

DON’T WASTE ARIZONA, INC.
6205 South 12th Street
Phoenix, Arizona 85040

William Baker

ELECTRICAL DISTRICT No. 6
P.O. Box 16450

Phoenix, Arizona 85011

GARKANE POWER ASSOCIATION, INC.
P.O. Box 790
Richfield, Utah 84701

Thomas C. Horne

Michael S. Dulberg

HORNE, KAPLAN & BisTrROW, P.C.
40 North Central Avenue, Suite 2800
Phoenix, Arizona 85004

Carl Robert Aron

Executive Vice President and COO
ITRON, INC,

2818 N. Sullivan Road

Spokane, Washington 99216

Steve Montgomery
JOHNSON CONTROLS
2032 West 4th Street
Tempe, Arizona 85281



W 00 N AN AW N =

NN NN NN NN e e e e e e b ek ek e
sIO\M-tha—-O\ooo\)c\thNo—O

-Rick Gilliam

LAND AND WATER FUND OF THE ROCKIES
2260 Baseline Road, Suite 200
Boulder, Colorado 80302

David C. Kennedy

LAw OFFICES OF DAVID C. KENNEDY
100 West Clarendon Avenue, Suite 200
Phoenix, Arizona 85012-3525

Joe Eichelberger

MAGMA CoOPPER COMPANY
P.O. Box 37

Superior, Arizona 85273

Michael A. Curtis
K. Udall
ARIZONA MUNICIPAL POWER USER’S
ASSOCIATION
2712 N. 7th Street
Phoenix, Arizona 85006-1090

MOHAVE ELECTRIC COOPERATIVE, INC.
P.O. Box 1045
Bullhead City, Arizona 86430

MORENCI WATER AND ELECTRIC COMPANY
P.O. Box 68
Morenci, Arizona 85540

John Jay List, General Counsel
NATIONAL RURAL UTILITIES
COOPERATIVE FINANCE CORP.
2201 Cooperative Wa
Herndon, Virginia 21071

Wallace Tillman, Chief Counsel

NATIONAL RURAL ELECTRIC COOPERATIVE
ASSOCIATION

4301 Willson Blvd.

Arlington, Virginia 22203-1860

Wayne Retzlaff

NAVOPACHE ELECTRIC CO-OP INC.
P.O. Box 308

Lakeside, Arizona 85929

A.B. Baardson
NORDIC POWER

4281 N. Summerset
Tucson, Arizona 85715

Choi Lee

PHELPS DODGE CORP.

2600 N. Central Avenue
Phoenix, Arizona 85004-3014

Robert Julian

PPG

1500 Merrell Lane
Belgrade, Montana 59714

Douglas Mitchell

SAN DIEGO GASs AND ELECTRIC Co.
P.O. Box 1831

San Diego, California 92112

Steve Wheeler

Thomas M. Mumaw

SNELL & WILMER

One Arizna Center

400 E.Van Buren Street
Phoenix, Arizona 85004-0001

BARRY, HETZER, STICKLEY & SCHUTZMAN
COURT REPORTERS

2627 North Third Street, Suite 3

Phoenix, Arizona 85004-1103

Louis A. Stahl
STREICH LANG
2 North Central Avenue
Phoenix, Arizona 85004

Creden Huber

SULPHUR SPRINGS VALLEY ELECTRIC
COOPERATIVE

P.O. Box 820

Willcox, Arizona 85644

Sheryl Johnson

TEXAS-NEW MEXICO POWER Co.
4100 International Plaza

Fort Worth, Texas 76109

Marv Athey

TRICO ELECTRIC COOPERATIVE
P.O. Box 35970

Tucson, Arizona 85740
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Larry McGraw

USDA-RUS

6266 Weeping Willow

Rio Rancho, New Mexico 87124

Douglas A. Oglesby

PG&E ENERGY SERVICES

353 Sacramento Street, Suite 1900
San Francisco, California 94111

Tom Broderick

6900 East Camelback Rd. #800
Scottsdale, Arizona 85251

By/ﬁééf/?/j%éﬁ

files\ecc\stranded\EXCEPTNS .not

Karen Glennon
19037 North 44th Avenue
Glendale, Arizona 85308

Kenneth C. Sundlof Jr.

JENNINGS, STROUSS AND SALMON, P.L.C.
Two North Cenral Avenue

Phoenix, Arizona 85004
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EXCEPTION

~ RECEIVED
AL Ce’;’“f’i’ GOEHIE

BEFORE THE ARIZONA CORPORATION COMNIISSION
iy 29 3 us PH 'S
JIM IRVIN '

COMMISSIONER-CHAIRMAN edT e
RENZ D. JENNINGS BRI R
COMMISSIONER
CARL J. KUNASEK
COMMISSIONER

IN THE MATTER OF THE COMPETITION IN | DOCKET NO. U-00000C-94-165
THE PROVISION OF ELECTRIC SERVICES ’
THROUGHOUT THE STATE OF ARIZONA.

EXCEPTIONS TO THE RECOMMENDATION OF THE HEARING OFFICER FILED
BY ELECTRIC COMPETITION COALITION, ENRON CORPORATION AND
ENRON ENERGY SERVICES, INC.

MAY 29, 1998
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EXCEPTIONS TO STRANDED COST PROPOSED ORDER
The Electric Competition Coalition, Enron Corporation, and Enron Energy Services, Inc.
(collectively “ECC/Enron”) file these Exceptions to the recommendation of the Hearing Officer,
dated May 6, 1998. The recommendation was filed in the form of an Opinion and Order in
Competition of Electric Services Throughout the State of Arizona in this docket (“the Proposed
Order™).

Exception No. 1. Encouraging the Competitive Sale of Generation and the Use of
Market-Derived Values Are Also “Primary Objectives”

The Proposed Order, on page 8, properly identifies six objectives: the reasonable
opportunity to collect 100 percent of unmitigated stranded costs, incentives to maximize
mitigation efforts, accelerate the stranded cost recovery into as short of a transition period as
possible consistent with other objectives, minimize their impact on standard offer customers,
don’t confuse customers as to the bottom line, and pursue full generation competition as soon
as possible.

Stranded costs arise when two conditions occur: a meaningful number of customers are
buying competitive generation and the Affected Utility has unmarketable generation that costs
more than market-priced generation. Stranded costs occur only after a robust competitive
generation market has developed. Stranded costs may only be measured by comparing
generation costs to market prices. Recognizing these cornerstones of stranded cost recovery,
we urge the Commission to add these “primary objectives” to the analysis, on page 8, line 17'4:

G. Minimize the impact of stranded cost recovery on the effectiveness of
competition and on consumers who participate in the competitive market.

H. Provide sound and meaningful opportunities for the competitive sale of
generation.

These objectives are consistent with the existing Electric Competition Rules. Two of the factors

for consideration by the Commission are the impacts of stranded cost recovery on the
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effectiveness of competition and the impact of stranded cost recovery on prices paid by
consumers who participate in the competitive market. A.A.C. R14-2-1607.1. 1 & 4.
Exception No. 2. The Net Revenues Lost Methodology Overstates Stranded Costs
and Will Discourage and May Preclude Competitors from Entering the
Market

Option No. 1 suggests a Net Revenues Lost Methodology similar to that proposed by
Arizona Public Service Company, on pages 11 and 12 of the Proposed Order. We oppose the
use of any net revenues lost approach. We urge that Option No. 1 be deleted from the Proposed
Order starting on page 11, line 11 through page 12, line 15, with "Option No. 2" on page 12,
line 16 changed to "Option No. 1," "second” changed to "first" option on page 12, line 17,
"Option No. 3" on page 12, line 23% changed to "Option No. 2," and "third" option changed
to "second" option on page 12, line 244.

The net revenues lost approach falsely assumes all differences in revenue, before and
after January 1, 1999, are due entirely to the adoption of these Rules. It encourages
inefficiencies because all future costs are either recovered from standard offer rates or the
competitive transition charge (“CTC”).

The net revenues lost approach discourages the marketing of generation because the CTC
floats depending upon management decisions of the Affected Utility. Neither the customer nor
new entrant will know if the standard offer or the market generation price -- with the CTC --
is the least-cost alternative. Customers will be disinclined to pursue competitive generation and
they will likely stay on the standard offer.

The net revenues lost approach sends all the wrong signals. An Affected Utility would
be encouraged to raise the CTC because all of its future generation and other costs would be
compared to market prices in figuring the CTC. Inefficient plants would still be run. The
Affected Utility is guaranteed the same revenue stream without any consideration of future
inefficiencies in its operations. All ongoing costs, including operation, administrative and

general costs, would be recoverable under the net revenues lost approach, either through the

3
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standard offer or the CTC. The Affected Utility would have the incentive to run up costs so as
to keep the CTC high, squeeze out competitors, and deny consumers choice by keeping them
on the standard offer.

The net revenues lost approach overemphasizes the near-term when market prices are
thought to be low and ignores the long-term when these generation assets might provide
considerable value and revenues to the Affected Utility. Customers pay a higher than reasonable
CTC, the Affected Utility retains the revenue-producing generators, and competitors are
discouraged from entering or staying in the market.

The Proposed Order says the Net Revenues Lost Methodology creates “little incentive
for customers to utilize another competitive service as they would have to purchase generation
at below market price in order to reap any savings.” Proposed Order at 11 and Findings of Fact
No. 26 at 22. A new entrant cannot afford to sell generation below its market price if it wishes
to remain in business. The Net Revenues Lost Methodology creates no incentive for a
competitor to enter the market.

The Proposed Order recommends an incentive for customers to purchase competitive
power. It suggests an 80-60-40-20 percent decline in the CTC portion paid by purchasers of
competitive generation over a five-year period. Although some anticompetitive effects of the
net revenues lost approach may be ameliorated to some degree by using this declining percentage
program, it still gives the Affected Utility control over the market and the ability to keep out
competitors.

Exception No. 3. Divestiture/Auction Methodology for All Generation Assets
Provides a Fair and Equitable Basis for Determining Stranded Costs

ECC/Enron strongly supports the divestiture/auction approach for determining stranded
costs. This method is referenced as Option No. 2 on page 12. We urge that the reference to
“all non-essential” generation assets be deleted on page 12, line 17%. Instead, we recommend
that the Affected Utility petition the Commission for a limited divestiture waiver of a particular
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generation plant, following a reasonable attempt to sell the plant and after showing cause why
that plant is not marketable. We suggest the following paragraphs be added on page 12, line
23:

Each Affected Utility shall file a divestiture plan or a Financial Integrity plan,
referenced as Option No. 2 below, no later than August 1, 1998. If an Affected
Utility chooses to divest of all of its generation assets, the divestiture must be
completed no later than January 1, 2000.

If an Affected Utility has made all reasonable efforts to divest of it generation
assets and if there is no market for such asset or assets, the Commission may,
upon the petition by the Affected Utility or interested party, examine the
circumstance for such nondivestiture, and upon the showing of good cause, in the
public interest, grant a limited waiver for such asset or assets and require that
such asset or assets be appraised by a third-party independent appraiser selected
by tl:ieedCommission and that appraised value will be used in determining any
stran: costs.

An Affected Utility shall be provided a reasonable opportunity to collect the
Commission-approved verifiable and unmitigated stranded costs over a reasonable
period of time which fosters the sale of competitive generation and such that
stranded costs imputed presently within the rates of all of its customers shall not
be increased above the proportionate share of stranded costs paid by those
customers under present rates. Reasonable and prudent costs associated with the
completion of divestiture may be recoverable as stranded costs, subject to review
and approval by the Commission. All customers of the Affected Utility shall pay
their appropriate share of stranded costs through a CTC or as a line-item of the
imputed amount within the standard offer rate or special contracts.

Exception No. 4. The Stranded Cost Amount and Recovery Methodology Should

Iqutda Ixylcrease the Relative Proportionate Share that All Customers Are Paying

The Proposed Order addresses whether or not there should be a price cap or rate freeze

on page 18. ECC/Enron strongly supports a “rate” cap and opposes a rate freeze. The
following example explains the importance of a rate cap, its significance on the ability of new
entrants to compete, and why the net revenues lost approach creates pressure for rate increases.
Today an Affected Utility’s cost of service may be $0.09 per kilowatt hour, of which

$0.03 is for generation, $0.01 is an imputed stranded cost charge on that generation to the extent
generation costs are higher than market rates, and $0.05 is for distribution and other costs. In

the future, the standard offer customer would still pay the imputed $0.01 stranded cost within
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that rate. Today a special contract customer may be paying $0.085 per kwh which would also
include those components of generation costs, imputed stranded cost charge, and distribution and
other costs. In the future, the special contract customer will still be paying the imputed stranded

cost within its rate.

No customer should be required to pay more for stranded cost in the future than is
imputed in rates or special contracts today. If the stranded cost component may be increased
for any customer after competition begins, then the stranded cost recovery method is not neutral
and both the standard offer customer and special contract customer are given disincentives to
seek competitive generation. In order for new entrants to compete, the amount of stranded cost
cannot be increased above present levels for any customer.

The net revenues lost approach and a short period of recovery will cause rates to be
higher than those experienced by customers today. The Affected Utility would be guaranteed
a revenue stream in the future which equals that which might have been received before
competition occurs and any differential would be recovered as stranded costs. This approach
would require that stranded costs be increased in the future for all customers. This is another
reason why we urge the Commission not to adopt the net revenues lost approach.

We support a cap on the standard offer and special contracts so that new entrants will
have an incentive to provide competitive generation, for the reasons discussed above. The
Commission should require the Affected Utility to take all reasonable mitigation measures and
adjust the stranded cost recovery period so as to assure all customers that no rate will be
increased during the transition period. This assurance protects all consumers and gives new
entrants the incentive to market generation.

We recommend that the text on page 18, lines 15 to 22, be deleted and that the following
be inserted:
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We share the concerns expressed by all groups that stranded costs should not be

used to raise rates or discourage the marketing of competitive generation. We

have placed a limitation that all customers will not receive a rate increase as a

result of stranded costs. Affected Utilities must adopt all reasonable mitigation

efforts and the recovery period must be adjusted so that there shall not be any

rate increase during the transition period.

CONCLUSION

ECC/Enron incorporates by reference the arguments presented in its Initial Brief dated
March 16, 1998, and its Reply Brief dated March 23, 1998, in these Exceptions. ECC/Enron
further incorporates within these Exceptions and attaches hereto the Comments prepared by Mr.
James K. Tarpey, Director of Government Affairs, Enron Corp., and Mr. Tom Delaney,
Director of Federal Regulatory Affairs, Enron Corp., dated May 22, 1998. These Comments
address stranded costs and the critical conditions for creating a competitive generation market,
such as affiliate rules and functional separation of regulatory and merchant activities, metering
and billing programs, and independent and nondiscriminatory transmission access for direct retail
wheeling of competitive generation.

RESPECTFULLY submitted this 29th day of May, 1998

DOUGLAS C. NELSON, P.C.

%%Qﬁfﬂ&wb

7000 North 16th Street, }120-307

Phoenix, Arizona 85020

Attorney for the Electric Competition Coalition,
Enron Corporation and Enron Energy Services, Inc.

files\ecc\stranded\exceptns .pro
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3l
) James K. Tarpey
Director
Government Affairs

% Enron Corp.
(/) 1200 17th Street, Suite 2750
Denver, CO 80202-5627
(303) 575-6491
May 22, 1998 Fax (303) 534-2205

Ray T. Williamson

Acting Director, Utilities Division
Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

Dear Mr. Williamson:

In response to Staff's Statement of Position dated May 19, 1998, the
following comments track the headings in your letter. In addition, Tom Delaney
has forwarded comments to you regarding areas within his expertise and they
will not be repeated here. Enron appreciates the efforts being made by Staff.
However, it needs to be realized that we are responding to general concepts.
The viability of the approach is very dependent upon the details. Enron is very
concerned about the approach the utilities will take with respect to any issue left
to their discretion.

A. Stranded Cost

Stranded costs are, by definition, costs that are caused by competition. To
the extent the Rules, or the procedures implementing the Rules, do not provide
for fully effective competition because barriers to entry for new entrants are not

minimized or the monopoly advantages of the incumbent utility are not corrected

for, then a reasonable opportunity for 100% recovery of stranded costs is not

Natural gas. Electricity. Endless possibilities.
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appropriate. The link between these two concepts needs to be made clear in the
Rule.

Enron agrees that it is important to have a deadline for the completion of
the sale process; the Staff is recommending a date of January 1, 2000. To
achieve that goal, a deadline for the filing which starts the approval process
needs to be included. The sale process itself (from sending the bid package to
prospective purchasers through the bidding process and final selection of the
purchaser) can easily take 6 months. Therefore, ACC approval of the bid process
must be completed by June 1999. The ACC approval needs to be done in the
context of resolving such issues as the unbundling of rates, the parameters of
standard offer and whether the transfer of any assets must be restricted. As a w
result, utilities should be directed to make the appropriate filings in the near |
future and, in any event, no later than August 1 or so.

Staff proposes that open access for certain customers commence on
January 1, 1999. However, we do not know how many customers will be able to
{ake advantage of that opportunity. For example, the utilities may argue that
customers with special contracts are precluded from making any choices until the
contract expires. As a result, it would not be appropriate for recovery of stranded
costs to begin on that date.

As for the option to transfer generating assets to an affiliate, the ACC must
first address the issue of market power. It very well could be that such a transfer
raises impermissible market power concerns. Further, it will be imperative that

effective standards of conduct be implemented; it is obvious that one of the prime
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reasons for a utility to choose this option is the ability to unfairly leverage its
monopoly advantage.This is discussed in more detail later. Finally, it is
imperative that any calculation of stranded cost must be a market test for all the
reasons Enron stated in the stranded cost proceeding

The option regarding financial integrity needs further explanation
regarding its limited availability. While the goal may be laudable, it should be
clear that its availability is very limited.

One of the goals not mentioned by Staff is that the recovery of stranded
costs will be competitively neutral. In addition, the Rule should explicitly state that
the calculation of, and recovery method for, stranded cost shall not impede
effective competition. For example, the recovery mechanism should not operate
in such a way that effective competition will not occur until after the recovery of
stranded costs.

B. Affiliate Rules

As the Staff indicates, full divestiture is preferable to transferring assets to
an affiliate. The latter is not being considered as an option because it has
inherent value as we move toward competition and should be recognized as
such. Therefore, it is imperative that the ACC require complete separation of
functions into separate affiliates and also adopt a strict code of conduct. The list
of goals in this section should be expanded to include: to require functional
separation and to adopt strict standards of conduct in order to foster competition.

The complete separation should require that regulated functions be

separated from functions that are competitive now or in the near future. This
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would include energy as well as metering, billing, collection and any related
services.

Any interaction between affiliates must be governed by the Golden Rule
and the standards of conduct need to be prescriptivé. Their purpose is to make
clear what is and is not permissible in advance to a wide variety of persons: utility
employees, customers, competitors and Commission Staff.

Enron believes it is imperative for the Commission to adopt standards very
similar to what has been adopted in California. Along those lines, it is not
appropriate to consider any exceptions regarding cost sharing or joint marketing.
In addition, the Rule should prohibit the affiliate from using the name, logo,
service mark, trademark or trade name of the utility.

Enron assumes various parties will argue that savings will be lost if the
utility is not able to share costs with its affiliates. This argument is akin to the
argument that a rate decrease under regulation is better than the benefits to be
realized under competition. These arguments, at best, are very short-term in
outlook. In the long run, customers are the losers.

It also is imperative that the Rule specifically address enforcement
provisions and be clear with respect to the penalties. The goal should be to
discourage penalties in the first place and provide a disincentive against "pushing
the envelope"”.

C. Implementation of Competition

1. Timing and Customer Selection
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The purpose of the threshold is to make competition available to a
significant group of customers. However, we do not know if the 1 MW threshold
is appropriate because we do not know how many customers will have the
opportunity to take advantage. If a significant number of these customers are
precluded at present time, then the threshold needs to be lowered.

The concept of aggregation should be broadly construed. The aggregation
of loads should not be limited in any way to restrictions such as common entity or
ownership requirements. Also, the ACC should define threshold fevel loads as
the individual customer's peak hourly energy usage in the most recent 12 month
period. For those customers at 20 kw and higher that do not have metering
equipment capable of capturing peak load, a peak monthly kwh equivalent
(e.g.,6,000 kwh) should be allowed in determining eligibility.

2. Targeted Rate Decreases

The ACC should make it clear that utilities are expected to address any
rate decreases through cost cutting measures or similar steps. The amount
associated with the revenue decrease should not become a component of
stranded cost calculations. Otherwise, customers will not receive the benefit of a
rate decrease; all they will receive is a rate deferral.

Assuming the rate decrease is to become effective on January 1, 1999,
the ACC should specify when the utilities will make their filing and provide
enough time for input from interested persons.

3. Residential Phase-In Program

fdoos
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Whatever percent is enunciated, the ACC needs to make it clear that this
is the target number of customers to be signed into the program. It should not be
the % that receives a mailing indicating they can pursue this option if interested.
The utility should not have a role in deciding who these customers are.

As for the percent, it is far too low. The initial target should at least be in
the neighborhood of 5% and the goal should be to reach 10% or higher within 12
months. The program needs to be of sufficient scale to accomplish two goals: to
attract enough suppliers so that the phase-in is meaningful; to sufficiently test the
systern and be comfortable that the move to 100% on January 1, 2001 can be
done. In this regard, any suggestion by the utilities that 1/2 of 1% means an offer
only ought to be indicative of how little movement one can expect from the
utilities when matters are left to their discretion.

D. Metering and Billing
1. Metering
The metering and billing credit needs to be resolved soon. Unless
competitors know the amount of the credit, it will not be possible to make
appropriate decisions.

In the situation where a customer has chosen an ESP, whether metering
is provided by the utility or the ESP is to be decided by the ESP and not by the
utility.

The format of the Universal Node ldentifier should be developed for

statewide usage through ACC proceedings. Also, a date for compliance with this

oot
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provision needs to be established. Finally, a significant amount of clarification is
needed regarding the EDI format.
2. Billing

With respect to connects and disconnects, it needs to be clarified that the
provision of physical connection and disconnection, when accomplished through
the legitimate installation or removal of an electric meter, is defined as a
competitive function and is subject to the ACC's rules and regulations regarding
that type of transaction.

With respect to delinquent bills, it is only the utility portion that is subject to
the affected utility's termination policies. If the ESP is no longer going to serve a
customer, the customer will get service from another ESP or get standard offer
service; the action taken by the first ESP (no longer providing energy service)
should not be subject to the utility's procedures.

E. Local Distribution Company Services
1. Standard Offer

Customers should be allowed to change suppliers at any time. If done
other than at the end of a cycle, there may be an appropriate charge but there
should be no other constraints.

Leaving aside who provides standard offer, it should not be priced in a
way that is anticompetitive. If the price is kept too low, then the ACC will be
assuring that competition does not occur. An example of how it can be done
effectively is the Pennsylvania situation where the standard offer allows for

meaningful competition.

@oos
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If the question is who provides the supply for the standard offer
customers,this should be the éubject of competitive bid. There is no reason to
delay that approach until after the transition period.

As for standard offer itself, the ACC should not restrict its options to the
one just mentioned. The ACC should evaluate different appraches to standard
offer and allow competitive bidding for the package; a time limit of one or two
years could be put on the package so the ACC is not isolating itself from changes
in the marketplace. For example, the ACC may set forth the parameters for
standard offer and leave flexibility regarding the pricing of various components.
Then, entities could bid on that package and the most competitive bid would be
chosen. Another approach would be to divide up the service territory and have a
standard offer for each of the areas. This would allow the ingenuity of the
marketplace into the process and result in a better deal for customers. Again, we
should not assume that the standard offer is today's bundled service.

2. System Benefits

Enron supports the concept of a system benefits charge. The Rule needs

to clarify that this will be a distribution charge. |

F. Transmission and Dispatch
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As previously indicated, Tom Delaney has already submitted comments
regarding this section,
Again, we appreciate the work you are doing and hope the above

comments are helpful. If you have any questions or need further clarification, do

not hesitate to call me.

Very truly yours,

i

James K. Tarpey, Director
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Hi there Ray, long time huh. Anyway I read the ACC staff position statement, I
thought it rathcr good. In fact in my area of wholesale regulatory affairs, I was
pleased to see that the commission staff took some of the watered down ISA
language that the utilities got into the matrix I've attached.

Let me make the following comments from my end knowing that Jim Tarpey might
from his state ends as well.

1. Under the heading of "affiliate rules”

The statement of

“The Affected Utility must offer the same terms and conditions of service to all competitors
and their customers as it offers to any of its affiliates and their customers. An Affected Utility
shall neither provide, nor represent that it will provide, preferential treatment 1o its affiliates
or its customers as compared to nonaffiliated companies or their customers.”

Is a very important issue and this statement is greatly appreciated. Still, there
has been a lot of discussion on who has what rights to the system. The utilities
have been trying to argue that the transfer capability rights of the transmission
and distribution (T&D) system goes with the existing generators and not the
loads. Furthermore, they believe that in determining the committed use of the
system that “native load” gets first cut. In their minds“native load” is the utility
merchant function. Native load must be considered a wires, not merchant,
function. By 1/1/99 all ESP’s including Enron, affected utilities, and other
aggregators will be serving native load. If native load is considered a
“merchant” definition, then in determining committed usage of the system all
those individuals leaving affected utilities to go to new ESP’s will be on the
margins and at risk.

In truth, the embedded cost of T&D is being paid for by load. The utilities own
the facilities, but load in paying for the embedded cost of the system gets the
“rights” to the transfer capability of the system. Right now the‘“steward” of
these rights for loads is the affected utilities. But when loads leave the effective
utilities, they go and take their rights to the transfer capability of the system
with them. The new steward of these rights are whom every they choose as a
new ESP. Furthermore, the committed use determination of the system still

do02
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follows such right-holders. Therefore, when 20 percent of the load is open for
retail access in 1/1/99, at minimum a pro-rata share the T&D systems transfer
capability of the system. It’s very important to make it very clear that

% the load has the “right” to the transfer capability of T&D and not
generators,

%

* native load is wires,

R

% committed use of the system is done independently and honestly,

<+ Not let the utility merchant function have the first cut leaving loads not
served by utility merchant functions on the margins.

1. Under the heading of “transmission and dispatch.”

The goal statement of

“To ensure fair and non-discriminatory retail access to the transmission and distribution
system

Is a very important and good statement. But if the distribution wires business is not
separated from remaining utility business lines (and especially the business of
serving bundled customers), the role of administering access to distribution systems
cannot be left to the distribution wires’ owners. This too must be administered
under a strong and independent ISA. Transmission and distribution wires operation,
and control area operation, must be performed by entities that are independent of
generation and independent of responsibility for energy services provision (i.e., do
not act as Load Serving Entities). A truly independent ISA can accomplish this
until a regional ISO develops. When an ISO emerges the ISA must still administer

< the scheduling of and distribution wires
< Schedule (receive and coordinate) nominations for use of Distribution wires (day-ahead and hour-ahead)
%> Develop and convey secure operating plan to CAOs (validate sufficiency of ancillary services, schedule

“reliability must-run” resources, eliminate intra-zonal congestion, ensure coordinated maintenance plan for
transmission)

* Make longer-term rights available to the marketplace (FTR auction)

The utilities in the ISA workshops have continually said that various items that the
ISA will do will need to be “staged-in”, and that full ISA independence can’t be
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accomplished by 1/1/99. In my view this has been nothing but utility foot dragging
as a means to scuttle the Independence of a good ISA and further put into the
utilities hands an ability to discriminate. So, as an interim measure, the requisite
staging can be done, provided that certain standards of independence are met,
including separate staffing, a strong Code of Conduct, strong affiliate competition
rules (which must also apply to and residual load-serving activities conducted by
the utility), and an effective, independent dispute resolution process.

In the attached matrix you’ll see that the language and function found in this matrix
does not make the ISA truly independent. The ISA will require greater strength in
the areas of oversight necessary to remove, (from wires businesses that are
affiliated with generation, merchant or energy services businesses) decision-
making regarding (1) transmission rights allocation and distribution rights
allocation, (i1) curtailment, and (iii) dispatch of reliability must-run resources.

This language need to change for there to be an “I” in the word “independence” in
all areas of access including committed usage of T&D, curtailment priorities

through voluntary redispatch, curtailments in general, dispatch of must-run units,
and ADR processes.

1. As alast item under the heading of “transmission and dispatch”
The statement of;

Affected Ultilities must join an independent system operator whose activities include, but
are not limited to, the following:

3. Managing congestion and estublishing congestion pricing;

Is a function of any regional ISO or ISA such as Desert Star. Desert Star (DS) is
leaning toward allocating Firm Tradable Right (FTR’s) up to the Total Transfer
Capability (TTC) of commercially significant interfaces. DS is leaning toward a
decentralized approach to congestion management, which means it will only accept
schedule nominations up to the TTC level and no more. There will be no counter-
scheduling through DS. If you need generation on the other side of the constraint
then you’ll have to go get it in the market place on your own, DS will not play this
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role. This is in fact a form of congestion management and its pricing on a day-a-
head and an hour-a-head basis. DS still will perform congestion management in
real time by utilization of voluntary redispatch before it resorts to involuntary
remedies for emergency redispatch purposes.

Last, as a point, uniform statewide tariffs, applicable to all wires owners, should
cover:

¢+ Transmission access

¢ Distribution access

%+ Ancillary Services

% Imbalance Energy

% Load Profiling

<+ Appeal of all grievances to an independent body
< Other terms and conditions of retail access

L)

* e

*

Transmission services: if provided under a state-wide modified FERC 888 tariff:
some of the modifications include:

1. No “native load” preference in scheduling or other areas (all parties take
services on an equal basis), the right of the system goes with load, not generators.
2. Change scheduling deadlines, ancillary services and losses obligations to meet
new requirements

3. Eliminate ability to withhold capacity (transmission rights become “use-or-
lose™)

4. Commitment to make rights available for FTR creation and auction (if
necessary on interim basis)

5. Possible changes to address efficient allocation of transmission uses and/or to

address Pancaking (Note: there is probably no need to convert from RSP rights to
zonal model, at this stage.)

Distribution services: if provided under state-wide distribution tariff: must include
functional unbundling/strict separation of wires from all other activities, retail

access rules, settlements, independent administration of access and dispute, code of
conduct, affiliate standards...
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Ancillary services under state-wide tariff: must include obligation to make them
available, modified imbalance energy provisions to accommodate direct access...

Ray, thank you for letting me comment on this very good piece of work done.” I'm

hoping my point with strengthen the process. Please feel free to contact me at any
time.

Tom Delaney — Enron Corp.
Director, Federal Regulatory Affairs
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